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I. QUALIFICATIONS AND SUMMARY

A. Qualifications

My name is John Kwoka. I hold the title of Neal F. Finnegan Distinguished Professor of
Economics at Northeastern University, where I have been on the faculty since 2001. Prior to that
time, I have held positions on the economics faculty at George Washington University and the
University of North Carolina at Chapel Hill, as well as visiting faculty positions at Northwestern
University and Harvard University. I have also had visiting positions at the Brookings
Institution and the John F. Kennedy School of Government at Harvard. I earned my PhD in
economics from the University of Pennsylvania.

My non-academic positions include positions at the Bureau of Economics of the Federal
Trade Commission, at the Economic Policy Office of the Antitrust Division of the Justice
Department, and as Special Assistant to the Director of the Common Carrier Bureau of the
Federal Communications Commission (FCC). I am currently on the Board of Directors of the

Industrial Organization Society and have previously served as President of the Industrial
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Organization Society, Vice President of the Southern Economic Association, and editor of the
Review of Industrial Organization. I am or have been on the editorial boards of several journals
in my field.

My field of expertise is industrial organization economics--the study or markets and
competition--with a focus on regulatory and antitrust policy. I have published more than eighty
articles in leading journals as well as three books in the field. My book The Antitrust Revolution,
co-edited with L.J. White, is a widely-used compilation of case studies of major antitrust
proceedings. It is published by Oxford University Press and is now going into its seventh
edition. My book Mergers, Merger Control, and Remedies: A Retrospective on U.S. Policy, is a
research monograph published by MIT Press in 2015 that studies the effects of mergers and the
effectiveness of merger control and remedies.

While at the FCC, I worked specifically on developing the price cap plans first for AT&T
and then for the local exchange carriers (LECs), plans that went into effect in 1989 and 1991,
respectively. The major challenge of that work was to convert the conceptual framework of
price caps into an operational plan that would achieve the objectives of price caps while
recognizing the numerous issues specific to the telecommunications companies to which it would
be applied. These issues included identifying the appropriate price index and productivity offset,
determining how to reflect changes in other costs borne by the companies, balancing various
considerations in their discretion over individual prices, and setting out a review mechanism and
time frame. Among my publications are two that outline the various analytical and practical
issues encountered in implementing price caps in telecom. In addition, I testified before the

Subcommittee on the Postal Service of the House Committee on Government Reform and



Oversight concerning the Postal Reform Act of 1997.! Those hearings first explored the
applicability of price caps for the Postal Service, and my testimony outlined both the standard
considerations and some unique features raised by such an effort. Those hearings laid the
foundation for what became the “modern system of rate regulation” embodied in the Postal
Accountability and Enhancement Act of 2006.

My full curriculum vitae is attached as Exhibit 1.

My name is Robert Wilson. I am a consulting economist, and previously was a Principal
at The Brattle Group. From 1997-2004 I was President of Competition Economics, Inc., which
merged with The Brattle Group. Previously, I held positions at other consulting firms, and |
began my career at the Economic Policy Office of the Antitrust Division of the U.S. Department
of Justice. I have a Ph.D. in economics from Yale University.

My field of expertise is industrial organization economics, particularly antitrust and
competition issues, regulatory matters, and intellectual property disputes. I have examined
pricing and incentive issues in a large number of cases, including merger analyses, litigation over
business practices, and regulatory proceedings. I have published several articles and co-authored
two books and a monograph that deal with competition issues.

I was involved in an early study of potential regulatory reforms in the
telecommunications industry, which included consideration of alternatives similar to price cap

regulation to replace the regulatory framework that existed at the time. That study was published

' To Reform the Postal Laws of the United States: Hearing on H.R. 22 Before the Subcomm. on the Postal Service of
the H. Comm.on Government Reform and Oversight, 105th Cong. 33-51 (1997) (prepared statement of John Kwoka,
economics professor, George Washington University) (Kwoka Testimony-“Implementing Price Caps”).
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in 1980 as The Economics of Competition in the Telecommunications Industry, co-authored with
John Meyer and others. Subsequently, I did further work in the telecommunications industry,
first as an expert witness in U.S. v. AT&T, and in various merger proceedings over the years.
Recently, I assisted a client in an FCC proceeding on price cap plans for business data services
providers.

My full curriculum vitae is attached as Exhibit 2.

B. Summary

At the request of the Public Representative of the Postal Rate Commission, one of us
previously submitted a declaration in Docket No. RM2017-3, the Statutory Review of the
System for Regulating Rates and Classes for Market Dominant Products.? That declaration
endorsed the use of price caps for the Postal Service but noted certain factors that had
significantly and adversely affected its operation. These included principally the continuing
decline in mail volume, especially first-class mail, the lack of a mechanism for recovering large
exogenous costs that the Postal Service incurs, the non-compensatory rates for certain products
and classes, and certain service quality matters.

That declaration described methods by which the price cap plan could be preserved, and
indeed strengthened, by addressing certain defects that were built into the original price cap
design and that have progressively served to weaken the financial and operational fitness of the
Postal Service. That declaration noted that mid-course corrections in price cap plans were not

unusual, were appropriate responses to changing circumstances and unforeseen issues, and could

2 Declaration of John Kwoka, March 20, 2017 (Kwoka Declaration).
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readily be incorporated into the existing price cap plan for the Postal System

In its two recent Orders,’ the Postal Rate Commission has reviewed the condition of the
Postal Service and concluded that it was satisfying short-term financial stability but not medium-
term or long-term stability. To achieve the latter, the PRC proposed allowing the Postal Service
certain select price relief with the stated objective of restoring the financial health and borrowing
ability of the Postal Service over a 5-year period.

In this declaration, we examine aspects of the PRC’s analysis of and proposed remedy for
the Postal Service’s financial difficulties. We agree with the need to take action, but after further
analysis we have come to the following conclusions:

(1) The problems facing the Postal Service are immediate and substantial, not limited to
the medium and longer term. These problems require measures that go beyond those
in the Order in both time and magnitude.

(2) The proposed remedies contemplated in the Order do not represent a good
implementation of price caps, compromise some principles of price caps, will delay
much needed relief, are likely ultimately to fall short of the changes required to
ensure viability and stability of the Postal Service, and are likely to invite more
tinkering with the system in the future.

(3) The measures that are in fact required to address the Postal Service’s problems are

relatively straightforward and can and should be implemented within the framework

3 U.S. Postal Regulatory Commission, Statutory Review of the System for Regulating Rates and Classes for Market
Dominant Products, Docket No. RM2017-3, Order on the Findings and Determination of the 39 U.S.C. § 3622
Review, Order No. 4257, December 1, 2017 (“Order No. 4257”) and Notice of Proposed Rulemaking for the System
for Regulating Rates and Classes for Market Dominant Products, Order No. 4258, December 1, 2017 (“Order No.
4258”).
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of price caps. Specifically, these measures are as follows:

(A) Certain large exogenous costs should be recognized explicitly in the price cap
formula, separately from the operating costs that have been the focus of the plan. In this
Declaration, we focus primarily on exogenous costs due to the prefunding of retirees’
future health benefits and the unfunded liability for Postal Service pension benefits under
the Civil Service Retirement System (CSRS) and Federal Employee Retirement System
(FERS). The Postal Service should be given the rate authority to allow a reasonable
opportunity to recover both operating costs and these exogenous costs

(B) Because the Postal Service faces an increased burden of fixed costs due to the
large decline in mail volumes, the price cap formula should include a term that adjusts
price annually by the amount of the average cost increase resulting from declining
volumes.*

(C) Rates for certain non-compensatory products and the Periodicals Class should
be reset to their respective per-unit variable cost in order to eliminate the economic
inefficiency and financial penalty associated with below-cost pricing.

(D) The time period until the PRC’s next review of measures implemented under
the price cap plan should be shortened to 3 years, due to fast moving changes in
underlying conditions facing the Postal Service, the need for significant changes in
regulatory design and parameters, and the possibility of new legislation affecting the

Postal Service.

4 See the Declaration of Timothy J. Brennan for the Public Representative, March 20, 2017 (Brennan Declaration).
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In what follows, we detail the basis for our conclusions.

II. PRINCIPLES OF PRICE CAPS

As discussed in the Kwoka Declaration, improvements in regulation have involved the
implementation of incentive-based price cap regulation in several industries. Price cap
regulation seeks to harness the firm’s natural profit-maximizing incentives to adopt best practices
and lower costs, by breaking the tight connection between price and the firm’s realized profit at
any point in time. For example, if the price that the firm can charge for a product were
completely independent of its costs or profits, then all cost savings would flow directly into its
profits and the firm would have the strongest possible incentive to reduce its costs. On the other
hand, if price gets adjusted too quickly relative to costs, the firm’s profit incentive is greatly
reduced.

To avoid shortfalls or windfalls that compromise plan objectives in the face of costs that
rise or fall over time, price cap plans need to adjust the level of price to reflect changes in the
economic factors that cause underlying costs to change. Ideally, price for any particular product
should be set at the level of the average total cost, which is equal to the Postal Service’s total cost
for that product divided by the number of relevant mail pieces. The total cost combines both
variable and fixed cost, and, for the Postal Service, is the sum of attributable and institutional
cost.

Expected changes in costs of any product are due to changes in the prices of inputs
(dollars per unit of input), the rate of productivity increase (units of output per input), and any

“exogenous” cost changes (those not under the control of the firm). Chosen and incorporated



appropriately, these factors will predict future costs reasonably accurately and provide a
continuously updated efficiency target for the company.

In practice, price cap plans typically use a broad price index such as GDDPI or CPI-U to
capture input price changes, a productivity factor X deduced from economic studies of the firm
or its industry or a similar industry, and one or more factors to capture exogenous cost changes.
Exogenous costs are typically divided into a Y-factor for certain regulatory costs that are
expected to be passed through dollar-for-dollar to consumer rates, and Z-factors for other costs
that the firm is responsible for covering but which are outside of its control. Both Y and Z
factors are exogenous to the firm—that is, not under its control—and thus are not subject to
efforts at efficiencies. Therefore, they must be held separate from the efficiency-driven part of
the plan. These considerations yield the common characterization of price cap plans as:

“API - X +Y + Z” — that is, prices that change with the rate of change of some broad price index
net of productivity gains but reflect exogenous cost factors (all expressed in percentage terms).

The price cap index must be applied to an initial level of prices, which is often set at the
existing level of prices at the time of plan initialization. The logic of this choice is that the
existing price is the level determined as appropriate by current rules or regulation, and so it
represents something like good, if not necessarily best, practice. In addition, the existing price is
a straightforward benchmark against which future gains can be measured: since that is the best
that consumers had reason to expect under traditional regulation, any lower price is an

unambiguous benefit.’

5 Further, a full-blown regulatory investigation to determine the “right” initial price may not be an attractive
alternative. Hence, unless there is something obviously incorrect about the existing price, the default approach is
usually to adopt that for the launch of price caps. However, if the existing price deviates from average cost for some
historical or other reason, it should be reset in order to avoid future revenue anomalies and economic inefficiencies.
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Most price cap plans provide for a review or reset on a four or five-year cycle--long
enough to preserve incentives, but short enough to catch deviations of price from
underlying costs before those deviations escalate and jeopardize the plan itself. Since the price
cap formula is only a prediction of cost, divergence is inevitable, and likely to be larger when the
plan operates over longer periods of time or if conditions change rapidly. Small and random
divergences are likely to average out, but those that are large and persistent will result in either
windfall profits to the firm that violate the regulatory objective of protecting consumers, or
financial losses that jeopardize its ability to survive.

A practical consideration in implementing a price cap plan occurs because all regulated
firms have numerous services and prices. Since capping each one would be burdensome and
impractical, the standard practice—consistent with economic theory--is to cap a weighted
average of such prices, or alternatively, a weighted average of prices within each of a small
number of groups or classes of similar services. Many plans also have secondary pricing limits
within the weighted average, designed to blunt any harm to consumers and competition (e.g.,
from large and rapid price changes or strategic pricing practices that harm competition) but
without ultimately preventing the firm from moving prices toward their efficient levels.

Another practical consideration is how to maintain service quality. Price caps are
intended to motivate the firm to lower costs through operating efficiencies, but the same
incentives can cause the firm to reduce costs by lowering service quality. With their focus on the
relationship between price and cost, price cap plans lack an inherent mechanism to preserve or
enhance service quality even if desired by consumers. Complicating matters further, quality

itself and consumers’ preferences for quality are more difficult to measure than with respect to



price. Left unchecked, some—but not all--evidence suggests that quality erosion may well occur

under price caps.

III. DISCUSSION OF SPECIFIC MEASURES

A. Need for Prompt Action

As discussed in the Kwoka Declaration (pp. 15-21), the financial performance of
the Postal Service under the current price cap system has been extremely poor, despite
considerable efforts at cost cutting by the Postal Service. Revenues have fallen short of
total costs each year since at least 2007.% Borrowing authority has been exhausted.
Mandatory payments have not been made. Quality has suffered. And the forces giving
rise to these effects are unrelenting. Despite these stark facts, which logically should
prompt aggressive action, the PRC concluded that the current system has allowed the
Postal Service to maintain short-term financial stability.’

We believe that this unsupported conclusion leads the PRC erroneously to
conclude that the Postal Service’s problems are primarily in the medium and longer term.
As a result, we believe that the PRC’s proposed changes to the price cap system are

inadequate overall and will be implemented much too slowly.® Instead, we conclude that

¢ Order No. 4257 at p. 168.

7 Order No. 4257 at p. 165. The Public Representative also filed a motion for reconsideration of the PRC’s
determination that short-term financial stability has been maintained under the current system (See Docket No.
RM2017-3, Motion by the Public Representative for Reconsideration, January 5, 2018).

8 Indeed, it is quite possible that the Postal Service will not be able to implement higher rates that would be
permitted by the PRC’s proposals until early 2020. Order No. 4258, Attachment A at p. 22 states that any
supplemental rate authority shall be made available to the Postal Service as of January 1 of each calendar year but
must be included in the first generally applicable rate adjustment filed in any calendar year. Given the timing of this
proceeding, the time required for the PRC to finalize new rules, and the time needed for the Postal Service to
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more prompt action is needed, and with greater rate authority.

B. Supplemental Rate Authority

As discussed above, price cap plans typically use an index formula to reflect on-going
cost changes, to adjust for productivity changes (X-factor), and to allow for exogenous cost
changes (typically a Y-factor for certain regulatory costs and Z-factors for other costs that are
outside of the firm’s control).

The PRC has proposed to allow the Postal Service 2 percentage points of supplemental
rate authority per year for 5 years, in addition to CPI-U annual percentage increases.’ In
determining the amount of supplemental rate authority, however, the PRC used the Postal
Service’s FY 2017 net loss of $2.7 billion as a reference point.'® This is an unfortunate choice
since it is the lowest loss sustained by the Postal Service in the last 10 years. It does not
correctly reflect either its longer-term average loss or its likely future revenue shortfalls. See
Order No. 4258 at p. 38; Order No. 4257 at p. 168, Table II-10.

Therefore, while we concur with the PRC’s proposed attempts to address the medium-

term and long-term financial stability of the Postal Service, we find that the problems of the

prepare and file its next rate case, it is conceivable that rate increases permitted by the PRC’s proposed supplemental
rate authority will not make it into the Postal Services first rate case in 2018. In that event, the Postal Service would
have to wait until 2019 to file for the newly permitted rate increases, and until early 2020 to implement them.

? Order No. 4258, at p. 42. The PRC states that “Applying this proposed supplemental rate authority in addition to
the CPI-U price cap for 5 years produces estimated revenues with a net present value equal to that of a one-time rate
increase of 5.7 percent above CPI-U followed by 4 years of inflation-only increases.” Id. See also Figure III-1 and
related discussion at pp. 44-45. We note that the Postal Service cannot operate on a present value basis: its financial
and operating constraints are year-to-year.

19 Order No. 4258, at p. 38.
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shorter term have not been properly assessed. Moreover, the ad hoc 2 percent annual price relief
is mathematically unrelated to the underlying nature of the problem, particularly in light of the
problem of declining demand that causes increases in average cost.

Further, we do not see that the PRC’s proposal explicitly identifies or addresses the
exogenous costs that the Postal Service must cover. In particular, the Kwoka Declaration (at pp.
24-25) identifies the mandatory prefunding of retirees’ future health benefits as one critical
factor that was not integrated into the initial price cap plan but there are, in addition, other such
costs that need to be incorporated into a correctly revised plan.

In addition to the issues discussed in the Kwoka Declaration, we have considered two
other categories of exogenous costs. The Postal Service is required to participate in pension and
health and benefits programs for employees and retirees, including the Federal Employees
Health Benefit (FEHB) program, the Civil Service Retirement System (CSRS) and the Federal
Employees Retirement System (FERS), and it has no control or influence over the benefits
offered by these plans.!! The Postal Service was required in 2017 to begin making annual
payments to amortize the unfunded CSRS liability, which resulted in an unfunded liability
expense of $1.7 billion for FY 2017 (FY2017 10-K at p. 5). This amount will be due annually
until 2043. In addition, the FERS obligation was $917 million in 2017, and approximately that
amount will continue annually to 2046 (FY2017 10-K at p. 39). It appears that the unfunded
CSRS and FERS liabilities should be characterized as exogenous costs.

We conclude that exogenous costs for items such as the continued prefunding of retirees’

health benefits, other unfunded retirement benefit liabilities, and the average annual cost increase

1'USPS Form 10-K for the fiscal year ended September 30, 2017 (“FY2017 10-K”) at p. 5.
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resulting from declining Postal Service volumes should be included as Z factors in the price cap
formula. Recognizing these exogenous costs explicitly, and separately from the operating costs
that have been the focus of the price cap plan, in determining rate authority would allow the
Postal Service a reasonable opportunity to recover both operating costs and these exogenous
costs.

To allow the Postal Service the opportunity to achieve financial stability, the price cap
plan should explicitly recognize these large exogenous costs—Z factors--that the Postal Service
must cover out of annual revenues. To do otherwise is to burden the Postal Service indefinitely
for the setting of incorrect plan parameters a decade ago. Further, the rate change authority
allowed under the price cap plan should not be arbitrarily limited to a 5-year period (and review

of the plan should be undertaken more frequently, as discussed below).

C. Costs and Quality under Performance-Based Rate Authority

The Kwoka Declaration noted that the incentive for cost reduction under price caps can
adversely affect quality insofar as quality reductions reduce costs and thereby enhance net
revenues. For that reason, price cap plans often include ancillary provisions for service quality.
But it is also true that service quality reductions might occur under a price cap plan as a result of
unresolvable constraints on revenues under an exogenously fixed price. In particular, if a price-
capped entity finds itself in need of added revenues to break even after all prudent cost sacrifices
have been made, then quality reduction may be one of its few remaining recourses. In that
setting, the problem is not one of inadequate plan incentives for quality, nor is it the failure of the

price capped entity to take every reasonable action to ensure quality. It is simply that its mandate
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to cover all costs cannot be met while maintaining quality.

We agree with the observation in the Commission’s Order No. 4258 that the Postal
Service has failed to establish and maintain high quality service standards, but we disagree with
its explanation that quality has declined “because the current regulatory system did not
effectively encourage the Postal Service to maintain service quality standards.”'?> Rather, as we
have previously shown, the Postal Service’s problems can be primarily traced to the mandate to
cover its costs in the face of unrelenting demand declines, the burden of exogenous cost
allocation, and erroneous initial parameters. None of these represent failures of the Postal
Service to perform, but rather the logical economic impossibility that the price capped entity can
satisfy its mandate to cover costs under these conditions.

We think that a firm grasp of the causal nature of the problem is essential to formulating
a proposed remedy. Our analysis indicates that the root problem is the lack of a financial
equilibrium for the Postal Service under the current price cap plan. By the “lack of financial
equilibrium,” we mean that low quality due to the excess pressure to cut costs cannot be
remedied by strengthening incentives to raise quality or otherwise find more costs to cut. There
is convincing evidence that the Postal Service has strived to reduce costs, and it is after the
ordinary opportunities to conserve on costs have been depleted that cost-saving quality
reductions have been resorted to.

We therefore do not concur that quality has suffered due to inadequate incentives. Under
the current circumstances of the Postal System, quality is not the choice variable that the

proposal in the Order seems to suggest. It is the unfortunate outcome of a problem that is

12 Order No. 4258. at 273.
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inherent in the presently constituted price cap plan. Under present circumstances, offering
stronger incentives for higher quality, or even maintaining quality, will not address the
underlying issues. We therefore reiterate our belief that a policy of stronger incentives attacks the
symptoms, rather than the causes, of the problem. We further recommend a policy of revenue
restoration to allow for quality restoration. At that point some quality standards, metrics, or

incentives may be appropriate.

D. Non-Compensatory Classes and Products

Price cap regulation generally presumes that rates are set initially at an appropriate level,
which is often the level at the time of plan initialization, as discussed above. The Kwoka
Declaration (pp. 17-18, 22, 27) found that the initial parameters of the formula for price caps at
the Postal Service appear to have captured its operating costs for most services reasonably well,
with the important exceptions of rates for Periodicals and for Standard Flats. At the time of
implementation of price caps, Periodicals and Standard Flats were priced at levels below their
variable or attributable costs, resulting in both of these services yielding net revenue losses in the
hundreds of millions of dollars each. Indeed, it is contrary both to economic efficiency and to
good business practice for goods or services to be priced less than their attributable costs.

The PRC’s analysis shows that the percentage of total attributable costs recovered (i.e.,
the “cost coverage”) in FY 2016 was 70 percent for In-County Periodicals and 73.5 percent for
Outside County Periodicals. The cost coverage was 79.4 percent in FY 2016 for Standard Flats

(now called USPS Marketing Mail Flats).!?

13 Order No. 4258, at pp. 74-75 and Table 111-2. Other non-compensatory products and their cost coverage in FY
2016 were: USPS Marketing Mail Parcels (formerly called Standard Mail Parcels, 64.6%), Stamp Fulfillment
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With respect to non-compensatory classes (i.e., Periodicals), the PRC proposes to provide
2 percentage points of additional rate authority for the class. The Postal Service would be
required to use all available rate authority for non-compensatory classes (including all CPI,
supplemental, performance-based, and banked rate authority, plus the additional 2 percentage
points provided for non-compensatory classes) when seeking to raise rates for a non-
compensatory class. '

With respect to non-compensatory products, such as Standard Flats, in classes for which
the entire class is compensatory (i.e., revenue exceeds attributable costs for the class), the PRC
proposes that the rate for any non-compensatory product be increased by a minimum of 2
percentage points above the percentage increase for the class, whenever the Postal Service files a
request for the Commission to review a notice of rate adjustment applicable to that class of
mail.'?

The PRC’s analysis shows that, even with the proposed additional rate authority for non-
compensatory products within compensatory classes, it will take at least 5 years and probably
much longer for products such as Standard Flats to achieve full coverage of attributable costs. '

The PRC does not provide an analysis for the non-compensatory Periodicals class.

We are concerned that the PRC’s proposed changes for these non-compensatory products

Services (87.3%), Money Orders (91.1%), Collect on Delivery (41.1%), Stamped Envelopes (92.3%), Inbound
Letter Post (66.4%), and Media Mail/Library Mail (75.2%).

14 Order No. 4258, at pp. 84-85.

15 Order No. 4258, at p. 77. This proposed rate increase does not create additional rate authority for the entire class.
The PRC also proposes to prohibit the reduction of rates for non-compensatory products.

16 Order No. 4258, at p. 78-80. Five years assumes attributable cost increases will be 1.0 percent annually, far below
the historical average of 1.6 percent. /d., Table I11-4.
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and classes are too limited. As discussed in the Kwoka Declaration (p. 27), prices for these non-
compensatory products have already damaged the Postal Service’s operations and hampered any
effort at putting it on firmer financial ground. That effect will persist so long as these rates are
non-compensatory. We therefore recommend that these rates should be reset to their respective
per-unit variable cost as soon as possible in order to prevent further harm to the Postal Service,

and also to eliminate the economic inefficiency associated with below-cost pricing.

E. Adjustment for Declining Demand

As discussed in the Kwoka Declaration (pp. 25-26), the Postal Service faces an increased
burden of fixed costs due to the large and persistent decline in mail volumes, especially with
respect to First-Class Mail. However, the PRC fails to recognize that price cap formulas are not
designed to deal with exogenous declines in demand and quantity that cause substantial increases
in average costs.

Since exogenously declining mail volumes increase average unit costs, the price cap
formula should include a term that adjusts price annually by the amount of the average cost
increase resulting from declining volumes. The Brennan Declaration provided a straightforward
adaptation of the price cap formula that addresses this issue. We urge adoption of that proposed

adaptation as part of a more comprehensive mid-course correction for this price cap plan.

F. Review Period

As discussed previously, the period of time between regulatory review is an important

feature of price cap plans, to ensure that plan parameters are sound. The Kwoka Declaration (at
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pp. 28-29) concluded that the ten-year interval for review under the PAEA was unusually long
and contributed to the financial problems of the Postal Service, because the price cap formula
was not subject to the necessary revision for a decade. That Declaration recommended that the
revised price cap plan be subject to review within four years.

The PRC now plans to review the proposed regulatory changes after the proposed
supplemental rate authority expires in 5 years.!” We are concerned, however, that at this moment
in time, a five-year period is too long, given fast moving changes in underlying conditions facing
the Postal Service and the need for significant changes in regulatory design and parameters. In
addition, there is the possibility of new legislation such as that in H.R. 756, which would affect
the exogenous costs that the Postal Service faces.!® Because these upcoming changes are likely
to affect the Postal Service in major ways relatively soon, we conclude that the next review
period should be shortened to 3 years. We take no position on the appropriate length of time for a

second review period.

17 Order No. 4258, at p. 37.

'8 Our understanding is that H.R. 756 (Postal Service Reform Act of 2017, passed by the House Oversight and
Government Affairs Committee, March 16, 2017) would make several important changes to existing postal law,
including the Postal Service’s unfunded liability for retiree health benefits, restoring on a one-time basis
approximately one-half of the rate surcharge that had compensated the Postal Service for effects of the Great
Recession, and potentially requiring the use of more favorable employee demographics in calculating Postal Service
pension liabilities under the Civil Service Retirement System and Federal Employee Retirement System.
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VERIFICATION
I, John Kwoka, declare under penalty of perjury that the foregoing is true and correct.

Executed on March 1, 2018

Dlen lleeobton
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VERIFICATION
I, Robert Wilson, declare under penalty of perjury that the foregoing is true and correct.

Executed on March 1, 2018
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